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OATH CR AFFIRMATION

I, Ann M. Méneyp enny

. , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Community Investment Services, Inc, as of
December 31 18 03 | are true and correct. 1 further swear (or affirm) that neither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

NA J. DRENGEL

No Dgybhc Statg ofaNggqu?yrk
n Ononda

a ﬁﬁdl 1DR4828846

Commission Explres June 30, 20

Financial Operations Principal

MMMMNO ' T%

Bowy?ubuc (j\ '

This report** contains (chieck all applicable boxes):
(a) Facing page.
(b) Statement of Fmancxal Condition.
(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(1) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
(5) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) ‘A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

Ok 0 DOOHR0OHEBERE

**Lor cénditiohs of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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PricewaterhouseCoopers LLP

One Lincoln Center

Syracuse NY 13202-9972
Telephone (315) 474 8541
Facsimile (315)473 1385

Report of Independent Accountants

To the Board of Directors of
Community Investment Services, Inc.

In our opinion, the accompanying statement of financial condition and the related statements of
income, changes in stockholder’s equity and cash flows that you are filing pursuant to rule 17a-5 under
the Securities Exchange Act of 1934 present fairly, in all material respects, the financial position of
Community Investment Services, Inc. at December 31, 2002, and the results of its operations and its
cash flows for the year then ended in conformity with accounting principles generally accepted in the
United States of America. These financial statements are the responsibility of the Company’s
management; our responsibility is to express an opinion on these financial statements based on our
audits. We conducted our audit of these statements in accordance with auditing standards generally
accepted in the United States of America, which require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained in Schedule I is presented for purposes of additional analysis
and is not a required part of the basic financial statements, but is supplementary information required
by rule 17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a whole.

Dyl Lompria AP

January 23, 2003



Community Investment Services, Inc.

Statement of Financial Condition

December 31, 2002

Assets

Cash and cash equivalents | $ 133,219

Deposits with clearing brokers 25,000

Receivables from broker-dealers and clearing organizations 245,550

Furniture, fixtures and equipment, net 237,138

Prepaid expenses and other assets ; 123,372

Due from Community Bank System, Inc. 41,377
Total Assets $ 805,636

Liabilities and Stockholder's Equity

Accounts payable and accrued expenses $ 169,713
Due to Community Bank System, Inc. 36,081
Total liabilities ‘ - 205,794
Stockholder's equity:
Common stock, $1,400 stated value;

100 shares authorized, issued and outstanding 140,000
Additional paid-in capital 433,535
Retained earnings - 26,327

Total stockholder's equity 599,862
Total Liabilities and Stockholder's Equity § 805,656

The accompanying notes are an integral part of these financial statements.
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Community Investment Services, Inc.

Statement of Income
for the Year Ended December 31, 2002

Revenues:
Commissions $ 2,525,643
Interest and dividends - 16,818
Investment advisory income 254,007
Other income 330,553
Total revenues » 3,127,021
Expenses: .
Employee compensation and benefits 2,346,547
Clearance fees 158,664
Communications and data processing 82,426
Professional fees 65,547
General and administrative 130,955
Business development 124,772
Occupancy and maintenance . 181,096
Other expenses 13,993
Total expenses 3,104,000
Net income before taxes ' 23,021
Income tax expense (12,667)
Net Income ' $ 10,354

The accompanying notes are an integral part of these financial statements.

3
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Community Investment Services, Inc.

Statement of Cash Flows
for the Year Ended December 31, 2002

Cash flows from operating activities:
Net income
Adjustments to reconcile net loss
to net cash used in operating activities:
Depreciation
Change in operating assets and liabilities:

Receivable from clearing organizations and others

Prepaid expenses and other assets

Accounts payable and accrued liabilities

Due from/to Community Bank System, Inc.
Total adjustments

Net cash provided by operating activities

Cash flows from investing activities:
Purchase of furniture, fixtures and equipment, net

Net cash used in investing activities

Cash flows from financing activities;
Dividends paid

Net cash used in financing activities

Decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and Cash Equivalents at the End of the Year

The accompanying notes are an integral part of these financial statements.
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$ 10,354

71,161

(14,851)
86,200
89,499

(29,711)

202,298

212,652

(27,277)

(27,277)

(200,000)

(200,000)

(14,625)

147,844

§ 133,219



Community Investment Services, Inc.

Notes to Financial Statements

1.  Organization and Nature of Business

Community Investment Services, Inc. (the Company) is a broker-dealer registered with the
Securities and Exchange Commission (SEC) and is a member of the National Association of
Securities Dealers (NASD). The company is a New York Corporation that is a wholly-owned
subsidiary of Community Bank, N.A. (the Bank), which is a wholly-owned subsidiary of
Community Bank System, Inc. (the Parent).

The Company is an introducing securities broker providing investment transaction services on an
agency basis and investment advisory services.

2. Significant Accounting Policies
Basis of Presentation
The Company’s financial statements have been prepared on the accrual basis of accounting.
Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions, such as to
the collectibility of receivables and loans, that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ
from those estimates. ' '

Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash equivalents include cash on hand and highly
liquid investments with original maturities of less than ninety days. The carrying amounts
approximate fair values because of the short maturity of cash equivalents.

Furniture, Fixtures and Equipment -

Furniture, fixtures and equipment are stated at cost less accumulated depreciation. The annual
provision for depreciation is computed using the straight-line method in amounts sufficient to
recognize the cost of depreciable assets over their estimated useful lives. Maintenance and repairs
are charged to expense as incurred. :

Securities Transactions

The Company clears all of its proprietary and customer transactions through an unaffiliated broker-
dealer on a fully disclosed basis.

Proprietary securities transactions in regular-way trades are recorded on the trade date, as if they
had settled. Customers’ securities transactions are reported on a settlement date basis with related
commission income and expense reported on a trade date basis.

Commissions

Commissions and related clearing expenses are recorded on a trade-date basis as securities
transactions occur.



Community Investment Services, Inc.

Notes to Financial Statements

2.  Significant Accounting Policies (Continued)
Investment Advisory Income
Investment advisory fees are recognized as earned on a pro rata basis over the term of the contract.
Income Taxes

The Company is included in the consolidated federal and state income tax returns filed by its Parent.
Income taxes are calculated on a consolidated return basis, with the Company’s pro rata share of
current and deferred tax or benefit either remitted to or received from the Parent. Accordingly, the
Company has not recorded deferred tax assets or liabilities.

Operating and General and Administrative Expenses

Operating and general and administrative expenses consist primarily of direct costs incurred by the
Company. In addition, certain benefit costs such as medical expenses, pension expenses, and
insurance expenses incurred by the Bank and the Parent are allocated to the Company based on the
number of the Company’s employees as a percentage of the Bank’s and the Parent’s employees.
The Company has a receivable of $41,377 from the bank due to overcharging of these benefits.
Other operating expenses and general and administrative expenses incurred by the Bank and the
Parent that may impact the Company are not allocated to the Company by the Bank or the Parent.

3. Cash and Securities Segregated Under Federal and Other Regulations

There are no funds deposited by customers or funds accruing to customers as a result of trades or
contracts. As a result, there are no cash or U. S. Treasury Bills segregated under the Commodity
Exchange Act.

There is no cash aggregated in a special reserve bank account for the benefit of customers under rule
15¢3-3 of the Securities and Exchange Commission.

4. Receivable from Broker-Dealers and Clearing Organizations

Amounts receivable from broker-dealers and clearing organizations at December 31, 2002, consist
of the following: '

Clearing broker-dealer receivable $ 149,900

Fees and commissions receivable 95,650
$ 245,550
7



Community Investment Services, Inc.

Notes to Financial Statements

10.

Furniture, Fixtures and Equipment

Furniture, fixtures and equipment consist of the following at December 31, 2002:

Building § 72766
Leasehold improvements ' 1,448
Equipment 293,953
Furniture and fixtures 31,458
Uncompleted capital improvement 20,988

Furniture, fixtures and equipment, gross 420,613
Less: Accumulated depreciation (183,475)

Furniture, fixtures and equipment, net $ 237,138
Other Assets

Other assets include $104,800 of employee sign-on bonuses which are being expensed over the term
of the respective employment agreements and employee loans. If the employee voluntarily
terminates employment prior to expiration of the agreement the remaining balance of the bonus/loan
must be repaid to the Company.

Concentrations of Credit Risk

The Company is engaged in various trading and brokerage activities in which counterparties
primarily include broker-dealers and other financial institutions. In the event counterparties do not
fulfill their obligations, the Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is the Company’s policy to
review, as necessary, the credit standing of each counterparty.

Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC rule 15¢3-1), which requires the maintenance of minimum net capital, $50,000, and requires
that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. The
Rule also provides that equity capital may not be withdrawn or cash dividends paid if the resulting
net capital ratio would exceed 10 to 1. At December 31, 2002, the Company had net capital of
$156,399, which was $106,399 in excess of its required net capital of $50,000. The Company’s net
capital ratio was 1.32to 1.

Income Taxes

At December 31, 2002 the Company owed $36,081 in taxes to its Parent.

Employee Benefit Plans

The Company participates in the defined benefit and defined contribution plans sponsored by the
Parent. Expenses incurred for the defined benefit and defined contribution plans approximated
$38,015 and $27,823 during 2002, respectively.



Community Investment Services, Inc.

Notés to Financial Statements

11. Leases

The Company leases a building and office space pursuant to agreements that expire in 2006 and
2004, respectively. Rental expense included in occupancy and maintenance expense amounted to
approximately $59,573 in 2002. The future minimum rental commitments as of December 31, 2002

[l

|
M

for all noncancelable operating leases are as follows:

Year ended December 31:
2003 $ 50,000
2004 50,000
2005 28,000
2006 18,667
$ 146,667
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Community Investment Services, Inc. Schedule I
Computation of Net Capital Under Rule 15¢-3-1 of the
Securities and Exchange Commission
As of December 31, 2002
Net capital
Total stockholder's equity qualified for net capital § 599,862
Add:
Subordinated borrowing allowable in computation of net capital -
Other (deductions) or allowable credits -
deferred income taxes payable -
Total capital and allowable subordinated borrowings 599,862
Deductions and/or charges:
Nonallowable assets:
Other assets 203,791
Fixed assets 237,138
Net capital before haircuts on
securities positions (tentative net capital) 158,933
Haircuts on securities:
Money Market Securities 2,534
Net capital $ 156,399
Aggregate indebtedness:
Items included in consolidated statement of financial condition:
Accounts payable and other liabilities $ 205,794
Total aggregate indebtedness $ 205,794
Computation of basic net capital requirement
Minimum net capital required $ 50,000
Excess net capital $ 106,399
Excess net capital at 1,000 percent $ 135,820

Ratio: Aggregate indebtedness to net capital

10
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